International 
Marketing Information 
Series 


44. 
Ma 


Foreign Economic Trends 
and Their Implications 
for the United States 


SEPTEMBER 1985 
INDONESIA 


FET 85-85 
Frequency: Semiannual 
Supersedes: 84-83 


PREPARED BY 
AMERICAN EMBASSY JAKARTA 


U.S. DEPARTMENT OF COMMERCE 
international Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402 subscrip- 
tion, $70.00. Foreign mailing $17.50 additional. Single copies, $1.00, available from Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





INDONESIA - Key Economic Indicators 


Exchange rate. 
1982: US$1.00=660 Rupiah 
1983: US$1.00=970 Rupiah 
1984: US$1.00=1000 Rupiah (average over year) 
1985: US$1.00=1100 Rupiah (May 1985) 


1982 1983 19842 19854 

Population (million midyear) 153 156 159 162 
GDP (% growth in constant 1973 rupiah prices) 2.3 4.2 4.5 4.0 
GDP ($ million, current prices 90,350 73,420 90,000 98,000 
Per Capita GDP ($) 590 470 566 605 
Consumer Price Index (Apr.77/Mar.78 = 100) 198 222 242 255 
Money Supply (Rps-. billion-Dec. 31) taAZas 7,569 8,581 8,684(Mar ) 
Foreign Investment Approvals 

(non-oil) ($ million) 1,800 2,926 1,081 1,000 
Net Official Int'l Reserves ($ million-Dec. 31) 4,154 4,808 5,751 6,000 
External Official Debt? 20,037 24,010 26,000 29,000 

(Disbursed - $ million-Dec. 31) 
Debt Service ($ million) 2,318 2,586 2,700 3,400 


FY FY FY FY 

GOVERNMENT BUDGET (Rps. Billion)*° 82/83 83/84 84/85 85/86 
Actual Actual Actual Budget 

Routine Expenditures 6,996 8,412 9,429 12,399 
Development Expenditures 7,360 9,899 9,952 10,647 


Domestic Revenues 12,418 14,433 15,905 18,678 
Dev. Receipts (external loans and crants) 1,940 3,882 3,478 4,368 


OFFICIAL BALANCE OF PAYMENTS FY FY FY FY 
($ million)® 82/83 983/84 84/85 985/86 
Actual Actual Actual Budget 
Overall Balance (change in off. reserves) -3,280 2,070 667 273 
Current account -7,039 -4,151 -2,941 -3,409 


Exports, Merchandise (F.0.B.) 18,672 19,816 19,771 2), 327 
Oil and LNG 14,744 14,449 13,869 14,318 
Non-oil 3,928 5,367 5,902 7,009 

Imports, Merchandise (F.O.B.) 18,496 16,304 15,379 16,634 
Oil and LNG sector imports 4,365 3,489 3,210 3,292 
Non-oil 14,131 12,815 12,169 IS; 342 


U.S.-Indonesian Trade ($ million)® 1982 1983 1984 19852 
Indonesian Exports to the U.S. 4,224 5,285 5,200 5,000 
‘U.S. Share of Indonesian Exports (%) 22.5 24.7 20.6 N/A 
Indonesian Imports from the U.S. 2,017 1,460 1,230 1,300 


Source: Bank Indonesia, Central Bureau of Statistics, Ministry of Finance, Investment 
Coordinating Board, U.S. Department of Commerce, Embassy Estimates. 


--AEmbassy estimates. Decline in dollar terms in 1983 GDP and per capita GDP 
reflects 28 percent devaluation of March 30, 1983. 

--“Government debt, including debt of state corporations such as Pertamina and Garuda. 

--“Indonesian FY April 1 to March 31 (Source: FY 84/85 Budget). 

--dsource: FY 84/85 budget and the IVth Five Year Plan. 

--©Trade flows based on U.S. Department of Commerce statistics, while market share 


is calculated using Indonesian official statistics. 
--fBank Indonesia estimate. 





FOREIGN ECONOMIC TRENDS 


SUMMARY 


Indonesia in 1985 expects to have approximately 3.5-4.5 percent real 
growth in GDP, down from the 6-6.5 percent growth of 1984 (using 

1981 as the base year). Oil production has levelled off, the rate 
of agricultural growth will be down this year, and LNG output will 
be stable. The industrial sector continues to operate below 
capacity. Indonesia will again be self-sufficient in rice in 1985. 
Among the government's highest priorities will be generating 
sufficient employment to absorb 1.8 million new jobseekers this year. 


Indonesia's balance of payments situation is healthy. The current 
account deficit improved from $4.1 billion in FY 1983/84 to $2.9 
billion in FY 1984/85. Total reserves are now over $10 billion. 

The Indonesians have recently taken major steps in the trade area, 
including accession to the GATT subsidies code (eliminating export 
subsidies), and dramatic measures to reduce high-cost inefficiencies 
in the ports and the customs service. These steps should help boost 
non-oil exports and reduce the costs of domestically produced 
products with a high import content. 


In April 1985, the Indonesian government announced that the annual 
rate of inflation was 8.76 percent in 1984, and is running less than 
4 percent in 1985. The government in 1985 will continue the 
conservative monetary and fiscal policies of last year; the 1l 
percent increase in the money supply during FY 1984/85 was almost 
entirely due to an inflow of foreign reserves and a large increase 
in commercial bank lending to the private sector. Actual government 
budget expenditures in FY 1984/85 were $1.3 billion under tazget, 
reflecting a slow disbursement of development project funds. 


Responding to a sharp drop in foreign and domestic investment in 
1984, the government has: announced a number of moves to simplify 
regulations and expedite approvals. Best opportunities for future 
U.S. investment are in export oriented industries, food processing, 
furniture manufacturing, machine tools, and computer software. Best 
export sales opportunities for U.S. firms are avionics and ground 
support equipment, telecommunication equipment, and agricultural and 
food processing machinery. 


DOMESTIC ECONOMIC DEVELOPMENTS IN 1984 - THE MACROECONOMY 


Real GDP growth in 1985 is expected to be around 4 percent. 

Earnings from oil and condensate production in 1985 will not grow 
from last year, due to the glut in world oil supplies. LNG 
production will remain the same as 1984. After a 10 percent 
increase in agricultural production last year, agriculture is 
expected to rise only 2 percent in 1985. The modern services sector 
(transport, communications and banking), should make a significant 
contribution to overall growth in 1985. 





Manufacturing performance is spotty; despite a reported 4.7 percent 
industrial growth in 1984, the overall slowdown in certain industry 
subsectors and construction continues. For specific subsectors, 
fertilizers should continue to grow in 1985, but cement is now 
facing oversupply. Textiles, plywood, and electronics are facing a 
severe shakeout, while motor vehicle assembly and iron and steel 
plants are functioning at only 50 percent capacity. The Indonesian 
government is well aware of the high cost to manufacturing of 
overprotection, inefficiency, and monopolistic/oligopolistic 
practices in government-licensed sectors. 


In 1984, the rate of inflation dropped to 8.7 percent (as measured 
by the 1977 based consumer price index) and was under 4 percent 
during the first three months of 1985. The money supply (M-1l) grew 
ll percent between February 1984 and February 1985, mainly due to an 
inflow of foreign reserves and a large increase in commercial bank 
lending to the private sector. The introduction of a value added 
tax on April 1, 1985 did not contribute noticeably to inflation. 

The marked slowdown in government spending in 1984 and the 
government's maintenance of conservative fiscal policies have slowed 
growth in aggregate demand in the Indonesian economy. This was 
reinforced by the money supply remaining virtually even during the 
first quarter of 1985. 


As required by law, revenues and expenditures for FY 1985/86 budget 
are balanced at Rp.23,046 billion, a 12.1 percent increase above the 
1984/85 budget level. On the revenue side, Rp.18,677.9 billion (81 
percent) is expected to come from domestic sources and Rp.4, 368.1 
billion from foreign sources. The Indonesian government seeks to 
reduce its budgetary dependence on oil revenues and foreign 
borrowings. With regard to expenditures (including a 20 percent 
increase in government employee salaries) and Rp.10,647 billion to 
finance development expenditures. These projected expenditures are 
22.7 percent and 1.8 percent greater in nominal terms than the 
respective budget outlays in FY 1984/85. Education is the leading 
recipient under the development portion of the budget (Rp.1.5 
trillion) while agriculture and irrigation are to receive Rp.1.4 
trillion. Fuel oil subsidies have been slashed by Rp.500 billion, 
but fertilizer have been raised. It should be noted that the 
development budget shows a 3 percent decline in real terms from FY 
1984/85, although there are Rp.2 trillion in unspent development 
funds from the previous year's budget. The Government of Indonesia 
has been criticized within Indonesia for the slow rate of government 
budget disbursements, which had a contractive effect on the money 
supply in 1984 and thus domestic demand. 


There was a 40 percent decline in the rate (adjusted for 
abnormalities) of domestic and foreign private investment in 1984, 
largely caused by uncertainties about the tax reform, high rupiah 
interest rates, continued over-regulation, and increased competition 
from other countries. Investment approvals last year were $1.4 
billion in domestic funds and $1.1 billion in foreign applications. 





Investment continues to lag in 1985, although the Indonesian 
government has made a number of recent moves to facilitate 
investment application processing and to improve the investment 
climate generally. 


BANKING AND CAPITAL MARKETS 


The largely deregulated (since 1983) banking system is dominated by 
the state commercial banks. They hold 80 percent of total rupiah 
deposits, largely because they are the only authorized recipients of 
demand deposits from the state corporations. The state banks 
continue to convert most excess rupiah funds into offshore dollar 
deposits, rather than transferring them to the private banking 
sector. 


While there are only a few private Indonesian banks of any size or 
influence, multinational Indonesian financial groups have purchased 
banks in the U.S., and are expanding their presence in East Asian 
capital markets. Both the state and private commercial banks are 
Opening new branches in the U.S. Restrictions on foreign banks in 
Indonesia include the inability to extend credit to firms domiciled 
outside of the city of Jakarta or establish branches outside Jakarta. 


In order to increase liquidity in the private banking sector, Bank 
Indonesia (the Central Bank) has expanded the use of its discount 
window and issued one-time credit facilities. To create a secondary 
market, Bank Indonesia introduced new money market securities, 
including company promissory notes accepted by banks; trade bills; 
and bank promissory notes based on interbank borrowings. 
Nonetheless, the smaller banks continue to be squeezed by the high 
cost of short term money. Indonesian government encouragement of 
high interest rates in order to maintain the foreign exchange value 
of the rupiah has hurt domestic business in some cases. While there 
was a large expansion in private sector borrowing in 1984, the high 
cost of working capital loans contributed to the industrial slowdown 
and bankruptcies of under-capitalized private manufacturing firms. 


Longer term capital markets in Indonesia such as the stock market 
are still rudimentary. To compensate for a reduction in Indonesian 
government subsidies to state corporations (from Rp.359 billion in 
FY 1984/85 to Rp.256 billion in FY 1985/86), some state companies 
are floating long term bonds. The Indonesian commodity exchange has 
started with future contracts on the physical delivery of rubber. 
There are already 50 leasing firms in Indonesia, which have done 
$850 million worth of business since 1981. 


ENERGY AND MINING 


HYDROCARBONS 


The petroleum industry provides 65 percent of Indonesia's total 
export earnings and 60 percent of the government's tax revenues. 
Indonesian crude oil production has fallen from last year, 
responding to a downturn in oil prices in 1984 and OPEC supply 





restrictions. Total exports of crude oil and condensate are running 
about 950,000 barrels a day. In February 1985, as part of a general 
OPEC price revision, Indonesia lowered the official price of Minas 
by one dollar to $28.53 a barrel. 


Proven crude oil reserves of 10 billion barrels and 40 billion 
barrels of probable reserves are declining slowly, but are still 
sufficient to support present production levels into the next 
decade. Delays in foreign contracts and work program approvals have 
contributed to a fall-off in exploration activity during the last 
few years. However, U.S. firms such as Diamond Shamrock, Caltex, 
and Arco are committed to investing hundreds of millions of dollars 
in new exploration for oil, coal, and other energy sources. 
Secondary and tertiary recovery projects, notably the Caltex Duri 
Steam Flood project, represent billions of dollars of new 
expenditures. 


Three new refineries were opened in 1984 by the state oil company 
Pertamina. Despite break-in problems during the start-up period, 
these plants will enable Indonesia to achieve virtual refining 
self-sufficiency in 1985. Price increases for diesel, gasoline and 
fuel oil coupled with an industrial slowdown led to a 9.6 percent 
decrease in domestic consumption of oil, i.e. from 445,300 barrels 
per day in 1983 to 400,000 barrels per day in 1984. 


Proven recoverable reserves of natural gas exceed 80 trillion 
standard cubic feet. About half of this amount is located offshore, 
close to the Natuna islands in the South China Sea. Six trains 
produce 13.9 million tons of LNG per year, all of which is sold to 
Japan under long-term contracts. South Korea will obtain two 
million tons of LNG per year after 1986 as a new LNG train is 
brought into production, and the Koreans are now negotiating for 
another one million tons. Negotiations are underway with Taiwan for 


a prospective sale of 1.5 million tons per year, hopefully to begin 
around 1989 or 1990. 


Downstream development plans include construction of a number of LPG 
plants for foreign and domestic buyers and an aromatics plant at 
Palembang. Batam island near Singapore is becoming a center of 
oil-related industry and an exclusive entry point for oilfield 
equipment. 


MINING 


The government encourages use of coal for electricity, cement, 
industrial and other plants. About 750,000 tons of coal will be 
exported by Indonesia in 1985, while domestic production should 
increase to 2 million tons. There are about 1 billion tons of 
proven reserves in Sumatra, with another 2 billion tons in 
Kalimantan, but ambitious plans to exploit these reserves have not 
yet been implemented. Bauxite mining increased in 1984, but there 
was a 7 percent drop in copper to 190,000 tons and tin 

production fell 21 percent to 22,000 tons. 





ELECTRIC POWER 


Indonesia plans to triple its electric power capacity by 1989. U.S. 
firms are participating with Indonesia to develop geothermal plants, 
with an ultimate target of 400 MW. The new Suralaya thermal power 
plants (3100 MW total) are beginning to go on stream. The 700 Mw 
Saguling hydro project and several other major hydroelectric dams in 
Central and West Java began operation in 1985, The very large 
Paiton power project in East Java is scheduled to go to tender 
toward the end of 1985. 


AGRICULTURE 


Agriculture accounts for 25-27 percent of GDP, employs 55 percent of 
the labor force and recently has been the most dynamic economic 
sector. Boosts in rice production to a self-sufficiency level of 
25.3 million tons were a main factor in the 8-10 percent growth in 
agriculture in 1984. However, rice production is expected to grow 
only 2 percent during 1985; this relatively low rate of growth is 
mainly attributable to oversupply, declining farm gate prices, and 
finite production limits on Java. The Indonesian government is 
spending trillions of rupiah to maintain an approximately 3 million 
ton stockpile of rice, of which only modest amounts are being 
exported to neighboring countries. During 1985, production of other 
food crops, such as corn (5.5 million tons), soybeans (600,000 
tons), cassava and peanuts, is expected to increase from 1.5 percent 
to 6 percent. 


Industrial crop production, such as sugarcane, copra and cotton, is 
expected to change little in 1985. Cotton production efforts to 
date have had little success and output is quite limited, while 
Sugarcane (23 million tons in 1985) and copra have experienced 
recent difficulties. The livestock subsector is only slowly 
expanding, due to a lack of facilities to produce, process, and 
distribute perishable commodities at an affordable price. Poultry 
production, however, will grow 20 percent in 1985. 


The Indonesian government is currently emphasizing plantation crops, 
both for exports and employment generation. Rubber production will 
be level (1.1 million tons) in 1985. In contrast, palm oil 
production is expected to increase 10 percent or more to 1.1 million 
tons. Cocoa is receiving more emphasis, and could produce up to 
$300 million in exports by 1988. The government is seeking to 
enforce the "nucleus estate concept" for rubber and palm oil 
plantations, but this has limited attraction to private 

businessmen. Major expansion of either crop will require an 
acceleration of government estates. Coffee production and exports 
grew significantly in 1984. 


Thanks partly to government protection, there is increased 
investment in vegetable and fruit growing agribusiness (especially 
in Sumatra and Sulawesi). A shift toward food processing is 
encouraging the development of agriculture-related industry, such as 
canning plants, cooking oil refineries, and shrimp and fish 
processing. 





Tough import restrictions on fresh and processed fruits and 
vegetables and chicken remain in effect. Main Indonesian imports of 
agricultural commodities include wheat, soybeans, and cotton (mainly 
from the US). Rubber exports will be slightly up this year while 
palm oil exports may reach a level of 350,000 tons in 1985. Exports 


of other tropical crops (cocoa, tea, and spices) should be higher 
than in 1984. 


MANUFACTURING 


Although still at an early stage of development, Indonesia's 
manufacturing sector accounts for 12 percent of GDP. The Indonesian 
government has invested heavily in basic industry, while the private 
sector concentrates on textiles, electronics, pharmaceuticals, and 
other light industry. Kretek (clove) cigarettes have become the 
largest private industry subsector both in terms of sales and 
employment. Government protectionism to promote local procurement 
as well as "downstream" and “upstream" linkages between industries 
and sectors has led to high cost manufacturing. The Indonesian 
government is promoting investment in the following manufacturing 
fields: airplanes, shipping, rail transport, telecommunications, 
energy machinery including turbines, engineering goods, agricultural 
processing machinery, machine tools/metalworking, and 
defense-related industry. 


The Indonesian automobile industry is operating at 50 percent 
capacity and produces 150,000 cars and commercial vehicles a year. 
Motorcycles, tires, and related automotive industries are also ina 
deep recession. Under requirements of their investment licenses, 
several Japanese firms including Toyota have recently established 
joint ventures to produce car and truck engines here, and an Isuzu 
joint venture started to manufacture diesel engines. The market is 
down for Caterpillar and Komatsu heavy equipment production. The 
government plans to force increased production of auto components, 


including brakes, axles, and chassis, in Indonesia during the next 
few years. 


The state-owned Krakatau Steel mill in West Java is under capacity 
at 1.4 million tons of production, and remains $300 million in 
debt. A cold rolling mill and a $600 million seamless pipe factory 
which will use the Krakatau plant's output are under construction. 
In addition, the Indonesians hope to create a domestic machine tool 
industry for simpler types of equipment. The recently completed 
Asahan aluminum plant in Sumatra is exporting most of its 225,000 


tons/year production to Japan, and a 120,000 ton tin plate plant 
will soon be inaugurated. 


The fertilizer industry is expanding rapidly and 649,000 tons of 
exports are scheduled in 1985. In contrast, cement is in oversupply 
(17 million tons capacity expected in 1986), and the recently 
inaugurated Cirebon plant will only exacerbate the problem. 

Although Indonesia remains a large importer of pulp and paper, 
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production of some types of paper is also in surplus. Softening 
world prices have brought many firms in the plywood industry to the 
point of near-bankruptcy. 


The government views light industry such as textiles and electronics 
as important both for potential exports and for employment. Many 
Indonesian textile factories are outmoded, and domestic production 
has been hurt by weak demand. The Indonesian government has 
ambitious plans for boosting local electronics manufacturing, such 
as transmitter/receivers and personal computers. The government 
reportedly has plans to ban imports of microcomputers and other 
electronic goods to help local industry and to encourage indigenous 
development of computer software. Two U.S. semiconductor firms 
export products worth $150 million annually from Indonesia (but the 
import content of their production is very substantial). 


Indonesian ship and light aircraft manufacturing shows progress. 

The P.T. Nurtanio airplane plant in Bandung is already assembling a 
multipurpose short-haul fixed wing aircraft, using primarily West 
German equipment and Boeing assistance in systems management. A 
joint Spanish/Indonesian transport plane is now being tested. The 
P.T. Pal shipyard in Surabaya builds small tankers and patrol boats, 
and there are plans to build 82 coastal freighters in various 
shipyards. At both plants, the Indonesians are moving from assembly 
to indigenous component manufacturing and design. 


EXTERNAL ECONOMIC DEVELOPMENTS 


BALANCE OF PAYMENTS 


In FY 1984/85 (April 1 to March 31) Indonesia had a current account 
deficit of $2.9 billion, improving from a $4.1 billion deficit in 
the previous year. This change was primarily due to an improvement 
in the non-oil/LNG current account and to self-sufficiency in rice. 
A big boost in LNG exports almost balanced a decline in the value of 
crude oil and condensate earnings. Non-oil/LNG exports increased by 
$5.35 million (10 percent) to $5.9 billion and non-oil/LNG imports 
declined by about five percent. In FY 1985/86 the government 
expects a $3.4 billion current account deficit, partly due to an 
estimated 9 percent increase in imports of goods and services this 


fiscal year. The trade surplus was $4.39 billion, a 25 percent gain 
over FY 1983/84. 


Indonesia gained $667 million in official foreign reserves in FY 
1984/85. Net foreign assets of the banking system rose to 10 
billion dollars by January 1985 ($5.7 billion Bank Indonesia net 
international reserves, and $4.3 billion net foreign assets of 


commercial banks). In FY 1985/86, Indonesia expects $2.5 billion in 
IGGI assistance. 


The marked improvement in the non-oil/LNG trade accounts for FY 
84/85 are particularly striking. The increase in non-oil/LNG 
exports to $5.9 billion was the best since the record high of $6.2 
billion in FY 79/80. Success in non-oil exports is crucial to 
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Indonesia as the costs of extracting oil and gas rise, and 
hydrocarbon earnings level off. Short-term capital flow and 
long-term private investment were down sharply (66 percent) from the 
previous year due to a more cautious investment attitude reflecting 
softening oil prices, a continued slowdown in the modern sector, and 
reservations about Indonesia's investment climate. However, 
unrecorded capital flows rose markedly, indicating a possible return 
of capital to Indonesia from overseas "safe havens." 


The Indonesian Government has successfully maintained its 
fundamental commitment to a free foreign exchange system. Even 
during the September 1984 monetary turbulence, the government 
allowed the rupiah to float downward against the dollar. The rupiah 
in May 1985 is valued at 1110 to the dollar, and will probably 
continue to drop slowly vis a vis the dollar. No attempt has been 
made to put controls on dollar deposits inside Indonesia held by 


Indonesian non-bank enterprises and non-residents doing business in 
Indonesia. 


In May 1985 the Central Bank was arranging another $400 million in 
standby line of credit, even though earlier loans in 1984 have not 
yet been drawn down. As of May 1985, the Indonesians have $1.6 
billion in unused credits (not counting the current loan 
syndication) and an additional $1.5 billion in contingency reserves 
against swap liabilities to resident commercial banks. The 
government continued to restrain foreign exchange-intensive public 
sector investment programs. As of March 1985, public and publicly 
guaranteed outstanding debt was around $26 billion; undisbursed debt 
added another $13 billion. The government of Indonesia has 
practically no short-term debt and has a favorable mix of medium and 
long-term concessional debts. Official debt service for FY 85/86 
will be about $3.4 billion dollars (about $1.9 billion principal, 
$1.5 billion interest). Official debt service payments for FY 
1985/1986 on a net basis (i.e., exports net of oil sector imports 
and service payments) will rise to around 23 percent. These figures 
do not include private sector foreign debt which is estimated at 


five to seven billion dollars, split approximately evenly between 
short and long term loans. 


FOREIGN TRADE 


Foreign trade is of major importance to Indonesia's economic 
development, as exports of goods and nonfactor services average 22 
percent of GDP and imports of goods and services 18 percent. In FY 
1984/85, the value of Indonesia's gross hydrocarbon exports fell 4 
percent, due to a slump in the oil prices, although gas earnings 
rose 35 percent. Oil and gas gross export earnings in FY 1985/86 
are projected to rise modestly to $14.3 billion from $13.8 billion 
in FY 1984/85. (This does not include the net outflows of services 
and payments to foreign contractors). Indonesia's total imports are 
expected to rise only slightly to $16 billion in FY 1985/86, 
reflecting tight control on major projects, a continuing downward 
adjustment in the value of the rupiah, and effective import 


substitution for petroleum products, fertilizers, cement, iron and 
steel. 
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Indonesian "non-oil" exports in FY 1984/85 jumped 10 percent from 
the previous fiscal year to-a level of $5.9 billion. The most 
important exports were timber and plywood ($1.14 billion), rubber 
($990 million), coffee ($480 million) textiles and handicrafts ($500 
million), tin ($239 million) tea, shrimp, and nickel. Lesser 
exports included cement, palm oil, fish (100,000 tons in 1984), 
urea, and aluminum. Indonesia suffered a decline in prices for such 
commodities as tin, copper and plywood. Over half of non-oil 
exports are manufactured items, and the U.S. is their biggest 
market. Indonesia also sees tourism as a potential major earner of 
foreign exchange by the end of the Fourth Five-Year Plan. 


Primarily to encourage non-oil exports by reducing port costs, the 
Indonesian government issued INPRES (Presidential Instruction) 
4/1985 in April 1985. Inpres 4 drastically reduces the role of 
Indonesian customs in checking imports and exports, and assigns the 
principal surveying duties to a Swiss firm, Societe General de 
Surveillance. Foreign flag ships are now able to use over 50 ports 
in Indonesia, not just the "Gateway Ports" (Jakarta, Medan, Surabaya 
and Ujung Pandang). Port service costs have been reduced, and port 
management and security have been improved. There also has been a 
comprehensive reform of import duties, with many rate reductions and 
a substantial lowering of the maximum rate. 


The Indonesian government made another major trade move by acceding 
to the GATT subsidies code in March 1985. This commits the 
Indonesians by April 1986 to eliminate all rebates on export 


certificates except for the tax and import duty "drawbacks" 
allowable under the GATT. The government will phase out 
preferential export credits over the next 5 years. The U.S. 
government has continued to make calls alleging market disruption by 
too rapid an increase of exports from Indonesia in certain 
categories of textiles. 


Non-oil exports to new non-OECD markets are being promoted by the 
Indonesian government. The Indonesian Chamber of Commerce is 
pushing for the development of direct trade, including direct 
shipping, between Indonesia and the PRC. The Indonesians are 
exploring increased trade and exports of construction and labor 
services to the Middle East. Despite numerous trade missions over 
the last year, trade with Eastern Europe and the Soviet Union 
remains at a disappointingly low level, largely due to CEMA 
preference for balanced trade and barter arrangements. 


REPELITA IV - PLANNING FOR THE FUTURE. 


The government's Fourth Five-Year Plan (Repelita IV, 1984 - 1989) 
began on April 1, 1984. The plan assumes an annual average five 
percent GDP growth rate (9.5 percent for industry, 3 percent for 
agriculture, 2.5 percent for petroleum and mining, and 5 percent for 
construction). Government monetary policies will remain tight, and 





stimulation of aggregate demand will also depend on the private 
sector. The government will try to accelerate development project 
expenditures, particularly in rural areas, in order to stimulate 
aggregate demand. 


Increasing the rate of investment is a high priority. While public 
investment will be 52 percent of the scheduled Rp.145 trillion 
within the Repelita IV period, private and foreign investment are 
now receiving special attention, to boost the disappointing rate of 
private investment in 1984. Capital goods, raw materials, 
agribusiness, and export industries will be targets for investment, 
while saturated industries such as plywood will be closed to new 
investment. The Capital Investment Coordinating Board (BKPM) has 
recently announced measures to simplify investment procedures and 
shorten approval times to 6 weeks. 


Based on estimates that only 6 million out of 9 million new job 
seekers will find work over the next 5 years, the government is 
stressing job creation, especially in areas such as labor-intensive 
industry, construction, road and harbor building, retail trade, and 
home industries. Upgrading management training and creating 
thousands of engineers is also promoted. Agriculture has proven 
more able to absorb new workers than industry, but there are 
questions of farmworker productivity and the ability of agriculture 
to absorb large numbers of workers in the future. 


In light of a limited growth of oil revenues, the government has 
instituted tax reform to broaden the tax base and increase non-oil 
tax revenues. Lower corporate tax rates and liberalized 
depreciation schedules have been promulgated. On April 1, 1985, the 
government put a value added tax into effect, replacing the sales 
tax; the 10 percent tax applies to manufacturing and construction, 
but excludes retail, distribution, and non-construction service 


sectors. The Indonesians hope to boost non-oil tax revenues from 
seven to 1l percent of GDP by 1989. 


Improved transport is a major target of Repelita IV. The four major 
ports and such lesser ports as Semarang (Java), Bengkulu (Sumatra), 
and Bitung (North Sulawesi) have received hundreds of millions in 
investment. The $540 million Jakarta airport at Cengkareng opened 
on April 1, 1985, for all scheduled domestic and international 
flights, and is expected to handle nine million passengers a year. 
Significant changes have been made in the management of the national 
airline, Garuda, to encourage tourism, which is a major potential 
foreign exchange earner. 


To upgrade telecommunications, the government will install an 
additional 900,000 telephone lines during the remainder of Repelita 
IV. High speed data transmission by satellite is in place, along 
with track telemetry and monitoring systems. An Indonesian payload 
specialist will be aboard a U.S. space shuttle mission in 1986. 


The government is planning greater exploitation of its forests in 
Kalimantan, Sumatra, and Irian Jaya over the next 4 years. However, 





deforestation and reckless overcutting have caused heightened 
Indonesian government concern about the environment. Erosion of 
topsoil and chemical pollution of estuaries such as Jakarta Bay have 
spurred discussion on how to check this damage. 


IMPLICATIONS FOR THE U.S. 
PROJECT FINANCING 


World Bank and Asian Development Bank projects in Indonesia continue 
to present important opportunities for U.S, business. Some projects 
provide major sales and service prospects, while infrastructure and 
manpower training projects have an important indirect effect on 
private sector development. Combined World Bank and ADB loan 
commitments to Indonesia in 1985 are $1.5 billion. These loans 
support agriculture, infrastructure (dams, roads, electric power) 
and human resources sectors, that would not receive much commercial 


financing. Japan ($321 million) and the U.S. ($115 million) are the 
largest bilateral lenders. 


The government maintains tight control on approvals of 
foreign-financed major projects. Presidential Instruction 8/1984 
centralized control for the negotiation of mixed credit and soft 
loans. The regulation requires that all export credit projects 
(including "mixed credits") be bid under competitive international 
tenders. Only those projects on a pre-approved list (less than $1.5 
billion total) will be allowed to use commercial or mixed credits. 


Soft loan offers on development projects will be accepted only if 
the loans mature in 25 years or more with a grace period of at least 
7 years and an interest rate of 3.5 percent or less. The government 
has resisted pressures to reinstitute projects that were "rephased” 
(indefinitely postponed) in 1983. The State Secretariat (SEKNEG) is 
playing an increasingly important role in project selection, with a 
continued stress on local content for both goods and services. 


The U.S. Export-Import Bank has over $l billion in exposure in 
Indonesia. EXIM Bank lends entirely to the public sector in 
Indonesia. Indonesian government preference for mixed credit 
financing complicates U.S. ability to win major project and product 
sales here. OPIC has insured $151 million of U.S. investment in 
Indonesia, with another $230 million of pending applications. 


U.S. contractors in Indonesia can obtain working capital and medium 
term loans from foreign banks here. Four U.S. banks provide a full 
range of banking services. There are also 10 U.S. bank 
representative offices. Several American banks participate in 
Indonesian non-bank financial institutions which permit them to 
service customers outside of Jakarta. Leasing has become a popular 
means of financing longer term plant and equipment. In the last few 
years, 10 American joint-venture leasing companies have been 
established in response to opportunities in Indonesia, although 
leasing is now closed to new entrants. U.S. firms can now form 
joint life insurance ventures, and insurance companies may become an 
important source of long-term funds. 





U.S. - INDONESIA TRADE 


Traditional Indonesian export commodities accounted for the bulk of 
U.S. imports from Indonesia in 1984: crude petroleum and petroleum 
products constituted 75 percent ($4 billion), rubber 6 percent ($490 
million), coffee 3 percent ($160 million), unwrought tin ($62 
million), spices (§34 million) and tea ($25 million). The U.S. 
takes 60 percent of all Indonesian rubber exported, 30 percent of 
all coffee and spices, and 20 percent of tea and plywood. 


The U.S. market continues to be important to Indonesian non-oil 
manufactured exports. In 1984 Indonesian exports to the U.S. of 
textiles and apparel skyrocketed from $80 million to §260 million. 
Plywood and veneer exports were $143 million, and computer chips 
contributed $86 million in export earnings. 


The Foreign Commercial Service has identified 12 product categories 
which offer the best sales prospects. They include avionics and 
ground support equipment; telecommunications equipment and systems; 
computers and peripherals; medical instruments and supplies; 
electric power generating and distribution; analyzing, checking and 
measuring instruments; aircraft and parts; food processing and 
packaging; commercial maritime equipment; pumps, valves and 
compressors; and mining equipment. 


The high technology and science sector will offer increasingly 
important opportunities for U.S. goods and services. The Puspiptek 
(Serpong) science center near Jakarta has ll laboratories, including 


aeronautic, nuclear, materials testing, and engineering centers. 
The U.S. government and private industry cooperate with Indonesia in 
a whole range of activities from space to marine science. 


COUNTERPURCHASE AND OTHER REGULATIONS 


American firms interested in competing for large Indonesian 
contracting and tendering opportunities should be aware of 
government measures which seek to promote local industry, indigenous 
Indonesian entrepreneurship, the transfer of technology, promotion 
of non-oil exports, and increased employment. KEPPRES 10, issued in 
January 1980, established a procurement guidance team which reviews 
all government procurement contracts over Rp.500 million ($500,000) 
for price and compliance with government policies to promote 
domestic products and services, including consulting. KEPPRES 14A, 
issued in March 1980, regulated the expenditure and management of 
state budget funds to ensure preferential treatment for domestic 
Suppliers. These two decrees (and KEPPRES 18) have been updated by 
KEPPRES 29 and 30 issued on April 21, 1984. KEPPRES 29 stipulates 
that government agencies, state companies and banks are required to 
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use domestic goods and services, whenever possible, in the 
implementation of construction contracts and the procurement of 
goods and services. KEPPRES 30 sets forth the establishment of 
procurement teams at the Ministry or department level modeled after 
the existing State Secretariat Procurement Guidance Team. 


The government has not officially abolished its policy of linking 
government contracts in excess of Rp. 500 million to an obligation 
by the foreign exporter to purchase an equal amount of specified 
Indonesian export commodities. Indonesian non-oil commodities which 
may be used to meet the counterpurchase requirement include rubber, 
coffee, paper, tobacco, dried cassava, cement, sawn timber, plywood, 
other processed wood products, and certain textile products. The 
value of counterpurchase contracts signed since January 1982 
totalled over $1.2 billion, of which $310 million had actually been 
exported, mainly to Japan, West Germany, and the U.S. The 
Government is flexible about interpreting counterpurchase 
regulations, and this policy is not a significant problem for 
foreign project managers. 


COMPETING FOR SALES - MARKET ACCESS ISSUES 


A number of recent developments in the Indonesian market place 
summarized below are of interest to American exporters. Further 
information can be obtained from the U.S. Department of Commerce or 
the U.S. Embassy in Jakarta. 


--Import Licensing: The Minister of Trade has issued regulations 
imposing registration of local agents for a number of products and 
requiring certain products to be imported by State trading 
companies. Items covered include heavy equipment, automotive spare 
parts, consumer electronic equipment, textile machinery, industrial 
machinery, chemicals and metal products. Additional regulations 
covering foods, beverages and other "non-essential" items were 
issued in December 1982. 


--Indonesian Manpower: The Department of Manpower approves all 
applications for use of expatriate manpower by foreign companies 
here. The Indonesian Government urges foreign firms to train 
Indonesians and place them in higher level positions. Restrictions 
on the number of U.S. and other foreign experts, in the form of work 
permits, pose special problems for U.S. oil companies performing 
highly technical work. 


--Sole Agency: The Department of Industry require the appointment 
of a “sole agent" for certain industrial products including 
automotive equipment, heavy construction equipment, consumer 
electronics, and household appliances. This provides considerable 


protection for Indonesian agents in terms of_length of contract. 
(3 years), and termination and compensation due em on 


termination. 


--Industrial Property Rights: Indonesia enacted a copyright law in 
1982 for the Srotection of locally published materials and is 
considering joining the Berne convention for the protection of 





materials published abroad. Indonesia's trademark law operates on 
the principle of first registration. There have been cases of 
registration by local entrepreneurs of international trademarks for 
local use. Patent legislation may be sent to Parliament in 1986; 
patents, excluding food, beverages, and pharmaceuticals, will have a 
total life of 15 years if a patent law is promulgated. 


--KEPPRES 18/1982: This Presidentizi Order on shipping requires all 
Indonesian Government imports and exports to be carried on 
Indonesian bottoms. In practice the Indonesian Government insists 
that at least 50 percent of Indonesian Government cargos be shipped 
in Indonesian vessels. However, shipping of private cargos, 
including important exports such as rubber, has been deregulated. 


INVESTMENT 


The U.S. (mainly oil and gas) and Japan (non-oil manufacturing) are 
by far the largest investors in Indonesia. Almost all foreign 
investment - especially outside of the hydrocarbon area - must be in 
the form of joint ventures with an Indonesian partner. Within a1lo- 
year period the Indonesian partner must normally be given 51 or more 
percent of the equity, although the Indonesian government is 
flexible on this point. There is a tendency to close off sectors of 
the Indonesian economy after a limited number of foreign firms have 
entered, and the government is not encouraging foreign investment in 
small-scale, consumer product manufacturing. Restrictive land laws, 
which do not allow land use rights to be used as collateral, 
discourage foreign investment in plantation agribusiness. Most 
promising areas for U.S. investment are aquaculture, food 
processing, food storage, furniture manufacturing, computer 
software, and machine tools. 


The Indonesian private sector may become a more important 
development partner to the government during the Fourth Plan. 
Private sector interest in cement, agribusiness, forestry and wood 
products offers good sales opportunities for American firms. The 
government is encouraging investment with backward and forward 
linkages in areas such as automotive manufacturing, agro-industry 
and marine products. The government is attempting to improve the 
port delays and slow contract approvals that used to be often cited 
problems. The government is making an effort to promote bonded 
warehouse and other customs free zones for export oriented 
manufacturing. The book value of total U.S. non-oil investment in 
Indonesia through 1984 was $640 million ($1.3 billion licensed 
approvals); $111 million in new U.S. private investment was approved 
in 1984. In July 1984, the U.S. signed a memorandum of 
understanding with the Indonesians on American investment here. 


TRADE MISSIONS: 


American firms wishing to sell in Indonesia will also be interested 
in the Commercial Section's schedule of U.S. Government-sponsored 
trade promotion events planned through December 1985 in Jakarta, 
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Medan and Surabaya, including catalog exhibitions (RC) and a video 


catalog show (TFO/SFO). Tentative schedules for the trade events 
are as follows: 


Hospital Laboratory Indonesia, 
Trade Fair September 17 - 21, 1985 


Computer Indonesia and Business 
Indonesia, Trade Fair October 8 - 12, 1985 


Avionics and Ground Support 
Equipment, Seminar Mission October 8 - 12, 1985 


Franchising Trade Mission October 28 - 29, 1985 
Electric Indonesia, Trade Fair October 29 - November 2, 1985 
Mining and Extraction Trade Mission November 4 - 5, 1985 


Marine Equipment Catalogue Show November 18 - 19, 1985 


Machine Tool and Metal working 
Indonesia, Trade Fair November 26 - 30, 1985 


These events offer an excellent opportunity for American firms to 
promote their products and services in the Indonesian market. For 
more information, contact the Commercial Section of the American 
Embassy or the Indonesian desk officer at the U.S. Department of 
Commerce, Washington, D.C. - telephone (202) 377-3875. 


Detailed, up-to-date information on market prospects in Indonesia, 
as well as the above exhibitions and Foreign Commercial 
Service-sponsored participation in them, can also be obtained from 
any of the district offices of the U.S. Commercial Service located 
throughout the United States, where studies on a number of sectors 
and product categories in the Indonesian economy are available. 
Companies will also find the commercial and economic sections of the 
American Embassy in Jakarta and the American Consulates in Surabaya 
and Medan valuable sources of information and assistance, on doing 
business in this market. We suggest that businesspeople planning to 
travel to Indonesia write or telex the Embassy's Commercial Section 
at least 3 weeks before their visit to ensure that any business 
appointments they wish to schedule or assistance they require can be 
provided or arranged prior to their arrival. We also recommend that 
business travelers make hotel reservations in Jakarta, Medan, or 
Surabaya prior to arrival. The Embassy's address is: American 
Embassy, Medan Merdeka Selatan 5, Jakarta, Indonesia. 

Businesspeople writing from the United States are encouraged to use 
the APO: American Embassy, Box 1, APO San Francisco 96356. The 
Embassy's telephone number is 360360 and telex number 44218 AMEMBJKT. 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


you need to succeed in overseas business. 
EXPORTING Overseas Business Reports (oBr’s) 
BLINDFOLDED? bring you detailed information on overseas trade and 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


. Credit Card Orders Only 
nclosed is $ O check, Si 
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Enter my subscription to: (] Overseas Business Reporis $26 per year ($32.50 overseas) For Office Use Only 
0 Foreign Economic Trends at $70 ($87.50 overseas) Quantity Charges 


Company Nam 
~— . Enclosed 
To be mailed 
rsa Subscriptions 
| 
: Postage 
Street address 9 
| | Foreign handling 


MMOB 
City State ZIP Code 


| | | \ we OPNR 


(or Country) : ; UPNS 


| | | | Discount 
PLEASE PRINT OR TYPE 


Retund 


Individuals Name— First Last 
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The U.S. Government Wants 
You to be Well Informed 
About Foreign Investment 


That is why the U.S. Department of Commerce monitors 
foreign direct investment in the United States. Its Office of 
Trade and Investment Analysis identifies foreign interests and 
other data relating to size, location, and industry sector of 
individual foreign direct investment transactions. 


For the low price of $23.00, you can have ten complete years 
of valuable data in the three convenient-to-use tabular for- 
mats of Foreign Direct Investment in the United States: Com- 
pleted Transactions, 1974-1983. For this one price, you will 
obtain foreign direct investment data by source country (Vol. 
1), by industry sector (Vol. Il), and by state location (Vol. 
lll). Each volume also includes an analysis of trends and 
developments in foreign direct investment transactions in the 
United*States during the covered ten-year period. 


So don’t delay, send for your set today! 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
Credit Card Orders Only 


CJ money order, or charge to my . Toth ehesgen G14. ibierthe bones batons 
Deposit Account No. ; Credit 


Lee C05 aa 
Expiration Date 
Se Month/Year ta 
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Please send___ sets of Foreign Direct investment ———— 
in the United States: Completed Transactions, 1974-1983 | For van — wer" 
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in Washington 


Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


os ‘ 3 . 
wee 


ucts worldwide, and success sto- 
ries of firms like yours. We’ll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 


L1Yes! 


Name 
Organization 
Address 
City 


DOC/BAI 
8/84 


State 


Country 


I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


O 
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can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 
below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


® 
mW MER 


Here’s my check made out to the Super- 
intendent of Documents. 


L) Charge my VISA or MasterCard No. 
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(Signature) 


(Expiration Date) 
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